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REPORT  OF  THE  COMMISSION  UPON  THE  PROPOSED 

PLAN  OF  INSURANCE  AND  ANNUITIES 


To  the  Trustees  of  the  Ccamegie  Foundation: 

The  Trustees  of  the  Foundation  at  their  eleventh  annual  meeting  on 

November  15,  1916,  passed  the  following  resolutions  concerning  the 
Report  of  the  President  of  the  Foundation,  entitled  "  A  Comprehensive 
Phui  of  Insurance  and  Annuities:" 

Resolved:  ITiat,  for  the  information  of  the  trustees,  the  proposed  new  pension  plan  be 
referred  for  study  and  report  to  a  special  commission  of  eleven,  to  consist  of 
Six  trustees,  to  be  designated  by  the  chairman,  including  the  chairman  and  the 
[Hfesidait; 

Two  members  to  be  sf^Miuited  bjr  tiie  prasidnt  of  the  AflMricaD  Assoristion  of 

UniTorsiiy  ntrfesson; 

One  manber  to  be  appointed  by  the  president  of  the  Aanciatim  of  American 

Universities; 

One  member  to  be  appointed  by  the  prarident  of  the  Naticmal  Assodatim  of  State 

Universities ; 

One  member  to  be  appointed  by  the  president  of  the  Association  of  American 
Colleges. 

Bimioei:  That  the  executive  committee  have  authority  to  arrange  for  the  neoestaxy 
exposes  of  audi  ooramisaiim,  and  for  audi  egqwrt  aaaiatBiioeand  advice  as  it  may 
need* 

The  membm  of  the  Commissicm  as  deagnated  by  the  authorities 
named  above  are  as  follows: 

From  the  Carnegie  Foundation:  William  H.  Cbawtobo 

Samukl  B.  McCormick 

Sir  William  Peterson 
Henry  S.  PRircHErrr 
William  R  Slocum 
Charles  R.  Van  Hise 
Fmm  the  Awmkam  Mmxiation  ^ UniiversUy  Prgfeesors :  Walter  W.  Cook 

HuiRT  L.  RiSIZ 

From  the  Association  of  American  Universities:  Feakk  J.  Goomiow 

fVom  the  National  Association  of  State  Umoermtiee:  Q.T]n  A.  DomwAT 
Frmt^AeAmoemtim^AmmrkemCoO^^  DoirAU>  J.  Cowldio 

Meetings  of  the  Commisslop  were  hdd  in  New  York  oa  the  twenty- 
semith,  tweiity*-d^^i^,  and  twent^r^iinth  of  Deeember»  1916;  in  Chi* 
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cago  on  Februaiy  9, 1917,  aod  in  New  Yorit  on  April  37, 1917.  At  the 
first  meeting  all  members  were  present  except  Professor  Cook,  whose 
duties  as  president  of  the  Association  of  American  Law  Schools  re- 
quired his  presence  elsewhere.  At  the  second  meeting  all  members 
wcie  meseaL  At  the  thud  meeting  all  members  were  present  except 
Piesident  Van  Hise,  who  was  deteined  fay  obligations  which  could  not 
be  deferred. 

At  the  first  session  of  the  Commission  it  was  voted  that  President 
William  F.  Slocum  be  invited  to  preside. 

It  was  likewise  voted  that  the  Seeeetary  of  the  Foundation  be  re- 
quested to  act  as  secretaiy. 

At  the  first  session  of  the  Commission  the  President  of  the  Foun- 
dation was  asked  to  outline  the  course  of  the  Foundation  from  its 
inc^tion,  its  relations  to  other  institutions  founded  by  Mr.  Carnegie, 
to  describe  the  nature  of  the  actuarial  computations  which  had  been 
made,  and  to  indicate  the  |nrocess  by  whidi  the  question  <^reviskm  of 
the  present  plan  of  retiring  allowances  had  arisen. 

The  discussion  which  ensued  touched  upon  every  phase  of  the  de- 
vek^pment  of  the  pension  system,  the  need  for  contractual  security  to 
the  ly^ti  or  woman  entering  the  tfy^*^^^  ptv^Seadkm,  and  the  possibility 
of  the  extensiOTi  of  smne  form  ci  old-age  annuities  to  the  generri  body 
of  teachers  now  entering  the  profession. 

The  actuarial  studies  were  explained  at  length  by  Mr.  Samuel  S.  Hall, 
Associate  Actuary  of  the  Mutual  Life  Insurance  Company. 

These  compfutati<ms,  tibe  assomptiMis  iqpcm  whidii  they  rest,  and  the 
results  to  which  they  point,  may  be  Iwicfly  summarized  as  fdlows: 

In  June,  1911,  there  were  in  the  colleges  and  universities  associated 
with  the  Foundation  4453  male  teachers  below  the  age  of  retirement, 
who  would  be  entitled  to  retiring  allowances  if  they  continued  in  teach- 
ing in  an  assodafced  eoU^  to  age  sixty-five.  The  diskributkm  of  these 
teachers  as  to  age  is  iriiown  in  the  fiAowing  taUe: 

9a^U  86  1.9 

26-29  W» 
80-84  8M 


\ 
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8549  90*  SO  J 

4044  715  18.1 

45^  518  1S.4 

60-54  858  8.1 

65-59  «1  4.7 

60-64  159  .  8.5 


Total        4453  100.0 

Hie  strikiQg  fuA  which  tins  table  tmngs  out  is  the  prepoodennee  of 

young  men  in  our  colleges  and  uniyostties.  Forty  per  eexA  of  these 
teachers  were  in  their  thirties.  The  figures  indicate,  moreover,  that  be- 
tween the  ages  of  twenty  and  thirty-five  they  are  recruited  rapidly,  and 
tluit  after  thirty-five  they  are  recruited  slowly.  A  life  table  was»  there- 
fore, ooQstnieted  beginnii^  at  age  thirtf -five. 

In  «der  to  do  this  the  fidlowing  a8Bumpti<H»  wm  made: 

1.  That  the  number  of  male  teachers  in  these  institutions  at  the  ages 
85-64  remains  for  a  genaraticm  at  prectsdy  its  [msent  number,  2898. 

2.  That  none  of  these  2898  resign — withdrawals  from  the  group 
occurring  only  by  death  or  by  survival  to  the  age  of  sixty-five. 

8.  Tluit  deaths  occur  in  this  group  at  various  ages,  accoidi^ 

McClintock  Mortality  Table. 

4.  That  as  each  withdrawal  occurs,  either  by  death  or  by  reaching 
age  sixty-five,  a  new  mraiber  eaUa  the  groii^  e^her  by  iqppointment 
or  hy  rarvival  frran  among  the  younger  teadiers,  but  in  eitb«  caa^  «t 
exactly  thirty-five  years  of  age. 

Otk  these  assumptions  these  2808  teachers  a  generation  hence  would 

be  distributed  in  the  various  age  groups  as  follows: 


Pmriod 

Present 
Diatrilmtim 

IHstribtUum 
m  a  Statvmary 
Papulation 

Exceu  in 
Present 
Distribution 

ExetMtim 
StaUonoay 
Popmlatitm 

35-39 

904 

670 

334 

40-44 

715 

540 

176 

45-49 

550 

509 

41 

50-54 

359 

478 

114 

55-59 

211 

480 

219 

60-64 

169 

376 

817 

TokU  MOB 

8808 

MO 

560 
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The  preceding  table  shows  not  only  the  great  preponderance  of 

young  men  at  present,  but  also  how  different  the  age  distributiMi 
would  be  in  a  stationary  population ;  that  is,  one  in  which  for  a  gener- 
ation the  annual  births  have  exactly  balanced  the  deaths,  or  in  this 
case,  the  acoesamis  have  exactly  balanced  the  withdrawals. 

In  order  to  get  an  approximation  to  the  probaWe  future  number  <rf 
annuitants  the  figures  for  each  age  were  readjusted  to  conform  to  tiiese 
conditions  in  such  a  stationary  or  life  table  population.  The  following 
taUe  will  show  the  distribution  according  to  such  an  assumption  as 
compared  with  the  present  distribution: 

Fmt  ofAft  Prmnt  DistrOmtion    JJittributioH  t»  a  Stationaty  Poj^uiation 


85  178  116 

36  200  115 

37  183  114 

38  189  113 
89  154.  112 

40  161  110 

41  147  109 

42  158  108 
48  129  107 

44  120  106 

45  130  105 

46  121  108 

47  118  lot 

48  98  100 

49  98  99 

50  08  98 

51  84  96 
8S  78  9S 
58  68  98 
54  61  91 
56  50  90 
66  48  88 

87  9i  86 

68  8S  84 

69  40  8f 

60  60  80 

61  96  78 
68  80  76 
68  22  78 
64  »  79 
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Having  made  these  assumptions  with  regard  to  distribution,  assum- 
ing also  that  the  average  pension  will  remain  as  at  present,  assuming 
also  that  all  mm  would  retire  at  sixty-five,  the  annual  cost  of  maintain- 
ing the  pensMNOS  would  nUamatdy  amoiuit  to  $1,7M»07S.  Should,  <mi 
the  other  hand,  retirement  take  place  at  the  average  of  axty-nine,  the 
other  conditions  remaining  the  same,  the  annual  cost  would  amount  to 
$1,082,725.  When  to  these  figures  are  added  the  estimated  sums  neces- 
sary to  cue  for  the  penaons  of  fouale  teachers  and  for  the  pensions  of 
widows,  tile  annual  cost,  aa  the  assumpticm  that  retiranesDt  takes  place 
promptly  at  sixty-five,  would  be  $2,226,422 ;  the  corresponding  amount 
assuming  retirement  at  sixty-nine  would  be  $1,375,060.  The  average 
age  of  retirement  in  the  associated  colleges  during  the  eleven  years  of 
the  Foiuidation's  histcnry  is  67.5;  the  avoage  age  of  retirement  of  the 
teachers  outside  of  the  assodated  cdleges  to  whom  peorioDS  have  been 

granted  as  individuals  is  70. 

The  uncertainties  involved  in  the  assumptions  upon  which  these  cal- 
culations rest  are  very  great.  It  is  probably  safe  to  assume  that  the  pen- 
»«nis  accruing  ,fiom  the  present  group  of  associated  institutions  would 
at  the  end  oi  a  generation  develop  an  annual  load  smnevidiere  betweoi 
these  limits,  if  the  institutions  should  on  the  whole  be  maintained  with- 
out growth. 

The  cost  of  the  retiring  allowance  system  in  these  institutions  for  the 
year  ending  S^tembor  80.  1916,  was  $570,214.28.  The  income  of  the 
Foundation  available  for  its  pension  system  was,  for  the  same  period, 
$800,322.84.  In  order,  therefore,  to  carry  the  estimated  load  fw  the 
present  group  of  colleges  a  generation  hence,  the  annual  income  of  the 
Foundaticm  would  need  to  be  increased  during  that  period  by  perhaps 
one  mSUoo'doUan,  without  px>viding  &x  muek  if  any  growth.  If  we 
assume  that  this  were  done,  it  would  still  leave  the  problon  oi  an  ade- 
quate pension  system  for  college  teachers  at  the  end  of  a  generation 
exactly  where  it  is  now.  That  is  to  say,  any  pension  system  supported 
firam  a  fixed  income  is  a  ocmtinually  gro¥dng  load  which  in  the  end  will 
be  too  heavy  for  any  fixed  source  <tf  suj^oit^  Tbe  RqpcNrt  of  the  Presi- 
dent of  the  Foundation  called  attention  to  otiier  weaknesses  than  that 
of  this  ever  increasing  load,  but,  aside  from  such  considerations,  it  is 
dear  that  no  solution  of  this  matter  can  be  r^arded  as  permanent  or 
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as  satisfiujtory  for  the  general  body  of  teachers  in  the  United  States  and 
Canada  wludi  mvolvea  a  ecMialaiitly  grawiag  oUigatioa  dependent  on 
a  limited  source. 

The  Commission  unanimously  adopted  the  folkywii^  resolutlofis: 

Vaied:  iMerri]^  to  the  feBolution  <rf  the  Board  of  Trustees  of  the  Carnegie  Founda- 
tkm,  adtopted  in  Novanber,  1915»  that  <«whatever  plan  is  finally  adopted  will  be 
decked  with  Bcrupoloitt  regittd  to  tiie  privi^^ 
created  under  existing  rules,"*  this  QHBSiii^ 
sion  to  aU  teachers  at  present  in  the  associated  institiit^ 

tinning  in  the  present  system  would  completely  meet  all  tbdr  reasonaUe  expeetar 

tions.  The  Commission  assumes  that  the  Trustees  of  the  Cam^e  FomMk1a<m  will 
in  due  time  announce  a  date  after  which  the  privileges  And  expectations  of  the 
present  system  will  not  be  available  to  those  newly  entering  upon  the  profession  of 
teaching* 

Voted:  That  the  Troatees  of  the  Carnegie  Foundation  be  requested  to  give  all  possible 
ooosideration  to  ihe  needs  of  the  oldcar  teadiers  in  uutttatioos  which  are  not  yet, 
but  may  later  he,  aawciated  wift  tiie  Fomadatioii. 

Voted:  The  Commission  does  not  know  the  extent  to  which  assistance  can  be  obtained 
outside  the  present  funds  of  the  Foundation,  but  it  is  acting  on  the  expectation  of 
substantial  assistance  in  carrying  a  large  but  limited  load,  and  with  the  further 
understanding  that  adequate  assistance  cannot  be  obtained  to  carry  the  ever  increas- 
htg  fesmoa  bordeii  withmt  calling  i^ou  institutions  and  individual  teachers  to  bear 


Following  the  adoption  of  these  resolutions,  the  Commissiondiscussed 
at  length  the  requisites  of  a  satisfactory  pension  system.  It  was  agreed 
that  such  a  syst^  to  be  permaarat  must  bear  some  moden^  ratio  to 
the  sakry  cost,  that  the  load  imposed  must  be  xebttvely  eonslaiit,  and 
that  it  must  secure  to  the  individual  teacher  complete  aeeufity  oomhhMd 
with  a  large  measure  of  freedom. 

It  is  universally  recognized  that  a  pension  system,  like  an  insurance 
system,  is  an  effort  to  meet  by  GodparatiMi  certain  economic  needs  which 
many  membero  <»ftJie  exiskuig  social  order  are  una^ 
viduals.  The  needs  themselves  and  the  occasion  for  coSperation  arise  out 
of  the  modern  industrial  and  vocational  organization  of  society.  Under 
this  r^ime  large  groups  of  men  must  support  their  families  upon  an- 
nual wages  or  salaries  United  m  amount.  Such  limitation  involves  the 
risk  of  dependence,  ettherfor  tfaehead  of  tliefimdfy»oriMrthQse4epaBd- 
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ent  uponhuaToteadiers^^RiioaaaelassUYevqponi^^ 

who  have,  nevertheless,  secure  tenure  of  place,  three  slidh  ruks  are  of 

primary  importance:  That  of  premature  death  of  the  teacher,  with  the 
consequent  dependence  of  his  &mily ;  that  of  the  failure  of  income-earn- 
ing powor  due  to  old  age,  or  a  simUar  failure  due  to  disability,  either  of 
wldch  may  bring  dependence  both  to  the  teaser  and  to  his  funiiy. 

After  a  discussion  of  the  feasible  and  desbable  methods  by  whidi  a 
pension  system  may  be  employed  by  the  teacher  to  defend  himself  and 
his  family  against  the  last  two  risks,  the  Commission  by  unanimous  vote 
took  the  litdlowii^  aetion: 

Voted:  That  the  following  be  recommended  to  the  Trustees  of  the  Carnegie  Founda^ 
tioa  as  the  fdndaaieiitil.priBd^ikB  of  a  sooad  paukm  systou  fior  teadiers: 

I 

1.  l%e  function    a  peDttm  q^slan 

it  protection  against  the  ridi  ofdependenee  doe  to  old  age  or  to  cMbifity. 

8.  The  obligation  to  secure  this  protection  for  himself  and  for  his  family  rests  first 
upon  the  individual.  This  is  one  of  the  primary  obligations  of  the  existing  social 
Older.  Society  has  done  its  best  for  the  individual  when  it  provides  the  machinery 
fay  whidi  ha  oiif  obtain  this  pcotectkai  at  a  east  irithin  his  xeuonable  ability 
to  pay. 

3.  Men  either  on  salary  or  on  wages,  are,  in  the  eomomic  sense,  employees.  The  em- 
ployer, whether  a  government,  a  corporation,  or  an  individual,  has  a  direct  finan- 
cial interest  in  the  establishment  of  some  pension  system  which  shall  enable  old  or 

disabled  employees  to  retire  under  satisfactory  conditions.  In  addition,  society  de- 
mands to-day  that  the  employer  assume  some  part  in  the  moral  and  social  better- 
ment of  his  employees.  The  obligation  of  the  employer  to  cooperate  in  sustaining 
a  pension  system  is  primarily  a  finandal  one,  and  in  the  second  place,  a  moral  one. 

4.  A  pension  sytem  designed  far  any  groiy  of  indartdelog  iiwwIinMl  wwrt^ 
rest  txpan  the  oo6pesation  of  employee  and  employer. 

5.  Teachers'  pensions  should  he  stipendiary  in  character,  amounting  to  a  fair  propor- 
tion of  the  active  pay. 

n 

1.  In  actuarial  terms  a  pension  is  a  defended  annuity  upon  the  life  of  one  or  BBOie 
individuals,  payable  upon  the  fulfilment  of  certain  conditions. 

a.  In  cMEd»  that  an  individual  partieipatii^gmapeii^ 
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annuity  when  due,  one  condition  is  indispensable:  There  must  be  set  aside,  year 
by  year,  the  reserve  necessary,  with  its  accumulated  interest,  to  provide  the  annuity 
at  the  age  agreed  upon.  On  no  other  conditions  can  the  participator  obtain  a  satis- 
fectory  contract  The  man  of  thirty  who  participates  in  a  pension  plan  under  which 
he  e:q)ects  an  annuiiy  tidrty-five  or  forty  years  in  the  fiiture  will  take  some  risk 
tdt  cBsafypointment  in  acoq)ting  any  anaDgeinent  less  secure  than  a  ccmtractual  one. 

3.  A  pension  system  conducted  upon  the  actuarial  basis  of  setting  afflde,  year  by  year, 
the  necessary  reserve  is  the  only  pension  system  whose  cost  can  be  aocuratdy  esti- 
mated in  advance. 

4.  A  method  by  whidi  a  pension  is  paid  for  in  advance  in  annual  or  monthly  instal- 
nwiits  k  the  most  psaetical  plan  which  can  be  devised  for  purchasing  a  deferred 
annuity,  provided  that  the  oMitribotioQs  begin  early  in  the  employee's  career,  and 
provided  also  that  the  omtrilmtions  paid  m  year  1^ 

current  interest  for  safe  investments. 

5.  As  a  matter  of  practical  administration,  a  pension  system  should  apply  to  a  group 
whose  members  live  under  comparable  financial  and  economic  conditions.  To  attain 
its  full  purpose,  participation  in  the  pension  system  to  the  extent  of  an  agreed 
minimum  should  form  a  condition  of  entering  the  service  or  employment  the  mem- 
besn  of  which  aie  cooperating  in  the  pension  system. 

President  Duniway,  on  the  part  of  the  National  Association  of  State 
Universities,  brought  to  Hoe  attention  of  the  Commission  certain  diifi- 
cullies  which*  in  his  judgiiirat»  mi^^t  arise  in  the  esse  of  some  state  in- 
stitutions in  cooperating  in  a  plan  of  amnulies  supported  by  the  j<mit 
contributions  of  the  teacher  and  his  institution.  After  a  discu^on  of 
this  matter  the  following  resolution  was  adopted: 

Voied:  That  the  following  mesnonuidum,  prawnted  by  Pnsride&t  Donivay,  be  tMW- 
mitted  to  the  Trastees  of  Ibe  Cam^e  Fonndatimi  ibr  thor  oMflidention. 

In  state-supported  institutions  of  higher  education  whose  standards  are  in  con- 
fimnity  with  the  rules  of  the  Foundation,  such  institutions  may  be  admitted  to  the 
benefit  of  the  new  system,  either  by  the  assumption  of  institutional  responsibility 
fm  omtributions  equal  to  those  which  would  have  to  be  made  by  the  members  of 
its  &mktyi  or  by  official  action  of  the  Governing  Boaid  of  the  institution  approv- 
ing the  prindpfe  of  instituti<xial  contribution,  but  necessarily  pos^ning  such  in- 
stitutional ocmtribati<m  until  impropriations,  from  whatever  source,  can  be  had  for 
the  purpose  in  cmformity  with  law — meuwiiife  reoommending  and  permitting 
the  eligible  frcuHy  as  a  group,  to  cany  tb^  entire  bovdea  of  mrmmtj  eoirtrSMilioii 
for  tfaoaoselveB  and  on  bdialf  of  ibe  institutioii* 
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The  Commission  then  took  up  the  question,  What  sort  of  machinery 
is  necessary  in  order  to  carry  out  by  cooperation  a  sound  pension  sys- 
tem which  shall  afford  to  the  participant  the  security  of  a  contract? 

Xh^  ry^iiiim"''^^  ilwnmf*^  this  mstter  from  the  pmnt  oi  view  of  the 
Foundation,  of  the  teadier,  and  of  the  college.  Hie  soopeaad  fimeliMi 
of  the  Carnegie  Foundation  are  set  forth  in  its  ehart».  It  has  at  present 
an  endowment  whose  income  may  be  used  for  payment  of  pensions,  or 
for  otb^  puxposes  which  the  trustees  may  consider  desirable  for  the  ad- 
vanoem^    toidimg.  If  the  suggestkHis  of  this  Commission  are  ac- 
cepted, this  income,  for  a  generati<m  or  morei,  wffl  be  absorbed  in  tte 
payment  of  retinng  allowances  to  the  teachers  of  the  assodated  nisti- 
tutions.  It  has  been  proposed  that  as  the  list  of  associated  colleges  is 
ineieased  the  Foundation  should  expend  an  increasing  amount  in  the 
payment  of  disability  pensions.  Should  such  pensioiis  begin,  as  is  cus- 
tomary in  European  countries,  after  ten  years  of  service,  the  load  com* 
ing  from  disability  allowances  might  at  the  end  of  a  generation  absmb 
a  huge  proportion  of  the  income  of  the  Foundation.  Whatever  may  be 
deaoed  hy  its  trustees  at  that  tune  to  be  the  wisest  use  of  its  funds,  it 
is  dear  that  it  will  cootiniie  to  use  its  income  aloog  lines  anakgrnis  to. 
those  on  whidi  it  now  works.  A  foundaticm  so  diartered  caimot  under- 
take annuity  contracts.  The  moment  payments  are  accepted  from  indi- 
viduals, and  contracts  for  annuities  are  entered  into,  the  agency  accepting 
siieh  mmefnt  md  writing  mdi  contracts  must  be  organized  under  the 
insurance  kws    some  stote,  md  ram^  be  subject  to  the  constant  super- 
vision of  the  insurance  d^artmOTt  with  respect  to  all  details — sodhaa 
capitalization,  reserves,  and  forms  of  policies.  If,  therefore,  teachers 
of  the  next  generation  are  to  have  the  certainty  of  a  contract,  some  ma- 
chinoy  must  be  created  to  carry  this  out  in  a  legal  way.  The  Cam^e 
Foundation  cannot  go  into  the  msunaeeor  mto  the  annuity  busmess. 
It  could,  however,  control  an  ag^cy  thru  ownosl^  wUch  cbd  both  of 
these  things. 

The  Commission  discussed  the  forms  of  organization  suited  to  accom- 
^ish  the  purposes  m  view.  These  purposes  are  essentially  the  following 
— to  set  up  the  machinery  under  whidi  the  teacher  may  protect  him- 
self and  his  family  from  dependence,  whether  by  his  own  death,  or  by 
old  age,  or  by  disabiUty;  to  furnish  to  the  teacher  tbe  secairity  of  a  con- 
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tnH!fe» » that  the  man  who  entm  vapm  the  •ecunmlation  of  an  annuity 
at  thirty  may  have  a  contract  for  its  fidfifaaent  at  the  agreed  age^ 
afford  these  forms  of  protection  in  such  manner  as  toleavetothetaaehet 
the  utmost  freedom  of  action,  and  to  make  his  migration  from  one  m- 
stitotioD  to  anoOier  easy.  Finally*  whatever  machinery  is  set  up  to  ac- 
complish these  purposes  should  be  opewted  at  a  eost  within  the  reason- 
able ability  of  the  teacher  to  pay.  ^ 

With  these  facts  in  view  there  was  laid  before  the  Commission  a  pro- 
visional  memotandum  prepared  under  the  direction  of  legal  counsel 
with  the  advice  and  aasislaBee  of  tbe  Department  of  Insurance  of  the 

State  of  New  Yoric 

The  memorandum  describes  a  single  insurance  and  amu^ J^geof^ 
which,  in  the  opinion  of  the  Insurance  Department  of  New  York,  oeoM 
aeoom^  the  pmpeses  set  forth  above.  It  would  offer  to  the  teacher 
durinff  an  of  Ms  active  service  the  ptokection  of  insurance  at  net  cost. 
It  would  accept  his  contributions  toward  an  amwity.aod  when  the  tmie 
came,  provide  on  definite  terms  for  such  annuity  as  be  chose  to  take. 

It  will  be  clear  from  a  reading  of  the  memorandum  that  any  agency 
set  up  to  fiacnish  annuities  would  also  be  empowered  under  the  law  to 
write  msurance.  It  wffl  be  also  dear  that  not  only  the  financial  stability 
of  the  organization  but  also  its  service  to  the  teacher  woiiW  be  mc«a«d 
by  writing  both  insurance  and  annuity  contracts.  The  raemo»Ddimi  It- 
self wiU  also  make  plain  the  fact  that  a  term  insurance  contract  com- 
bined with  an  annuity  contract  forms  a  complete  and  satisfactory  pro- 
tection against  death  and  dependency  in  oW  ag«%  and  that  these  two 
contracts  mutually  support  each  other.  ^ 

This  memorandum  was  taken  up  by  the  Commission  section  by  ae^ 
tifln  and  discussed  ftom  every  point  of  view.  The  committee  adopted 
a  number  of  dianges,  and  at  theeonehison  of  its  discussion  the  foUow- 
resolution  was  passeds 

Fotel  •  That  a  committee,  consfating  of  Mr.  Pritchett,  Mr.  Rietz,  and  Mr.  Hall,  be 
appomted  to  embody  in  th*  memoiwidum  the  changes  and  suggestions  of  the 
oonauttee. 

This  work  was  accompUshed  in  a  session  of  the  committee  on  the 
morning  of  February  10.  The  foUowing  memorandum  is.  therefore, 
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IpAmended  to  the  Trastees  of  the  Caraepe  Foondati^ 

basis  for  the  constitution  of  an  agency  competent  to  deal  inth  the  prob- 
lem of  insurance  and  annuities  upon  a  contractual  basis. 


TEACHERS  INSURANCE  AND  ANNUITY  ASSOCIATION 

This  memorandom  deals  wHh  proposed  ibnn  of  a  Teadiem  Insurance  and 
Annuity  Association  (hereinafter  called  the  AflBodation)aad  with  the  farm  of  tiie  poli- 
cies which  the  Association  will  issue.  It  is  an  abbreviation  of  the  plan  to  be  SuLtoitUd 
for  approval  to  the  Superintendent  of  Insurance.  The  actual  drafts  of  the  diartar 
and  the  policies  have  not  been  included,  and  no  attempt  has  been  made  to  insert  any 
discussion  of  the  l^al  questions  arising  in  connection  with  the  plan. 

1.  Corporate  Orgammtion 

An  A«if«n«f*i«"  will  be  (Kganiaed  under  Seetion  70,  subdivinon  1,  of  the  Insur- 
ance Law  of  the  State  of  New  YmL  Tbe  Awmmtion  will  have  a  ie^pital  of  $500,000 
($400,000  in  excess  of  the  ndnimaoi  veqnned),  and  a  mrplus  rf  $60(^000  0UOfiOO 

in  excess  of  the  minimum  required),  firam  wbkh  a  depoat  of  fUKMMO  wi&  tiw 
Superintendent  of  Insurance  will  be  made  by  the  Association,  puxmant  to  Seeiiona 

16  and  71  of  the  Insurance  Law. 

The  amount  of  the  capital  and  surplus  aggregating  $1,000,000  will  be  provided 
thm  the  Carnegie  Foundation  for  the  Advancement  of  Teaching  (hereinafter  called 
the  Foundation). 

The  entire  capital  stock  will  be  owned  by  the  Association.  It  will  be  provided  in 
thediarter  of  the  Association  or  by  an  appropriate  deed  of  trust,  that  the  stock  shall 
pay  no  dividends.  These  directors  will  be  thirteen  in  number,  according  to  the  require- 
ment of  the  statote.  They  will  be  selected  with  a  view  to  giving  the  Association  the 
beaefitofthe  beat  finamaal  and  aetoarialjodgBMPt,  together  with^ 

at  the  body  oi  fehej-hciden. 

Hie  by-kws  of  the  Aasodatifla  will  provide  for  a  peliqr-holders'  committee  of  five, 
with  power  to  nake  a  fbU  aanual  iiiv«rt%altM  of  tike  a&itaortiw  AaMMatm 

to  report  their  findings  and  reoommendatiaM  to  the  Awmmtim  and  the  poBqr- 
holders.  The  expense  of  this  investigation  and  report  will  be  borne  by  the  Amida- 
tion.  The  Actuarial  Society  of  America  has  appointed  a  oommittee  to  pass  upon  liw 
actuarial  problems  of  the  Association,  and  the  American  Inatitate  off  Actuaries  has 

appointed  a  similar  committee. 

The  entire  overhead  expense  of  the  Association  wiU  be  paid  from  the  income  of 
the  capital  and  surplus  and  the  accumulations  thereon.  If  these  are  not  sufficient  for 
tba  vnmw^  the  defidency  will  be  met  bj  the  Foundation.  Tiiis  will  make  it  possi- 


14  REPORT  OF  THE  COMMISSION  UPON 

Me  to  furnish  insurance  at  net  cost  and  to  diminate  all  ••loading."  The  budoMi  of 
the  Association  will  be  transacted  without  agents,  and  it  is  anticipated  tbat  the  OWf- 
head  exp^ise  will  be  light. 

2.  Fotides 

The  AsMxaation  will  iasue  to  oolkge  teachers  two  kinds  of  policy :  (1)  Policies  of 
tern  iMurance  expiring  at  the  age  of  rixty-five  (or  later,  up  to  age  seven^^  the 

option  of  the  insured),  designed  to  cover  the  risk  of  death  prior  to  the  awomed  age 
of  retirement.  (2)  Deferted  annuity  poKdes,  under  which  the  annuity  payments  will 
begin  at  age  sixty-five  (or  later,  at  the  option  of  the  annuitant).  The  annuity  poli- 
cies are  designed  to  provide  against  loss  of  inoome     the  teacher  and  his  wife  due  to 

retirement.  Either  insurance  or  annuity  may  be  taken  separately.  TakOT  together  the 
two  policies  afford  protection  against  the  two  major  risks  of  the  teacher's  cazeer.  The 
risk  of  disability  will  not  at  present  be  dealt  with  by  the  Association,  hut  will  be  pro- 
vided for  by  the  Carnegie  Foundation. 

TbBM  iNSDBAlKaC 

Policies  of  term  insurance  expiring  at  age  sixty-five  (or  ktw,  up  to  age  mwaiy,»i 
the  option  of  the  insured)  will  be  issued  to  individual  teachers  upon  medical  exam- 
ination equivalent  to  "certification,"  or  wiU  be  issued  to  all  or  snbstantiaUy  aU  of  the 
teachers  of  a  college  applying  as  a  group  without  medical  examination.  The  poUdea 
issued  upon  medical  examination  will  be  limited  to  a  maximum  of  $25,000  fw  eadl 
teacher,  and  poUcies  issued  to  members  of  groups  without  medical  examination  will  be 
limited  to  a  maximum  of  $10,000  for  each  teacher.  The  premiums  will  be  computed 
on  the  basis  of  the  American  Experience  Table  and  ^  per  cent  interest.  There  is 
enay  naaon  to  beUeve  that  the  Association  will  realize  a  higher  rate  of  interest.  The 
/VM^Tnti*^""  will  not  contract  to  give  the  insured  undei-  the  term  policies  the  advan- 
tage of  pvfrfits  accruing  to  it  on  account  of  this  higher  rate.  It  will,  however,  provide 
ill  its  by-laws  for  a  distributioil  of  piofits  at  the  end  of  five-year  periods  in  case  the 
profits  are  in  excess  of  what  actuaries  regard  as  necessary  as  addition  to  surplus.  This 
refcom  win  be  made  in  cash  or  in  the  form  of  a  paid-up  addition  to  the  annuity  (more 
faUy  described  below).  The  offiahig  of  team  insor^ 
amounts  may  be  carried  at  diftwnt  tunes,  if  tWi  »  dl«wd- 

Defebeed  Annuity  Policies 
The  Association  will  issue  to  eoll^  teachers  deferred  annuity  pohcies  in  substan- 
tially the  following  form :  The  annuitant,  or  his  coUege,  or  the  two  together,  will  con- 
tract to  pay  to  the  Assodaticm  "level*  pnaniums  of  a  c»tain  amount  each  year  until 
the  annuitant  reaches  his  sixty-fifth  year.  The  Association  will  oimtraet  to  receive 
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these  premiums  and  accumuUite  them  vriOi  compoand  intcRrt  at  mA  lale  mlim 

Association  can  procure  upon  them.  The  AssodatioB  wffl  «»tract ijukH^mmt- 
tant  dies  prior  to  age  sixty-five,  and  while  still  a  teacher,  it  wiU  letom  to  his  eamn- 
tor  or  administrator  the  premiums  which  have  been  paid  to  Ihe  Assocution  by  the 
annuitant  alone  (or  by  the  annuitant  and  his  coDege),  with  compound  intetert  at 
such  rate  as  the  Association  has  received  on  such  premiums,  but  in  no  case  exceeding 
^  per  cent.  The  Association  will  contract  that  if  the  annuitant  transfers  to  a  non- 
associated  institution  or  retires  from  the  profession  of  teaching  prior  to  age  sixty- five, 
it  wiU  return  to  the  amiuitant  the  pieniums  which  have  been  paid  to  the  Association 
by  tiw  ttwulbnt  abne  («r  by  the  annuitant  and  his  college),  prior  to  his  retirement, 
with  eompoond  isiianet  at  ihe  rate  of  8J  per  cent ;  or,  if  he  so  desires,  after  having 
basB  a  oontribotar  fcr  eefen  ymn,  he  may  continue  the  annuity  at  his  own  expense. 
Shodd  an  annuitant  twarferfiwo  one  associated  instittttioii  to  another,  there  will  be 

ceeditedtohimallof  his oontributionsandthoKofhis college  on  his  account.The  A»- 
sociation  win  further  oootiack  that  if  the  aranutairt  iB«ln»  the  a^ 
without  retiring,  the  Association  wiU  eonoder  the  ortiie fimd from pieMiimson his 
annuity,  accumulated  with  interest  as  exiriamed  above,  as  mmai^  piemhan  oAfnd  to 

the  Association  for  the  purchase  of  an  annuity,  computed  on  ihe  baos  of  MeOlBtock's 
Table  and  4  per  cent  interest.  In  return  for  this  prenaium  the  Assodatiop  wiU  pay  to 
the  annuitant  an  equivalent  annuity  beginning  at  age  sixty-five,  or  such  later  age  as 
the  annuitant  may  elect.  The  annuitant  may,  at  any  time  before  the  payoKnt  of  tiw 
annuity  begins,  elect  to  have  the  annuity  take  any  one  of  the  four  following  forms: 
(1)  An  annuity  of  a  certain  yearly  amount,  payable  monthly  to  the  annuitant  during 
his  life  with  no  return  to  his  estate  after  his  death.  (2)  An  annuity  of  a  certain  yearly 
amount  payable  monthly  to  the  annuitant  during  his  life  with  a  guarantee  that  if 
the  annuitant  dies  before  he  has  received  annuity  payments  equal  in  the  aggregate 
to  Ihe  sum  paid  for  the  purchase  of  the  annuity,  the  Association  will  continue  to  pay 
the  aimnHy  to  the  exeeotw,  mr  to  the  admmistratmr  of  the  annuitant,  until  the  total 
of  aUlhe  payments  made  under  the  amimty  is  equal  in  the  aggregate  to  the  sum 
paid  for  the  puidbase  of  Ihe  annuity,  or  wiH  make  with  the  said  executor  or  admin- 
istrator an  equivaknt  cash  settlement  pnipedy  diseofimted  for  the  anticipation  of 
payment.  (8)  An  annuity  of  a  ceriwn  yearly  amount  payable  nNMi(%  to  the  annui- 
tant teacher  during  his  life,  and  if  the  wife  of  the  ammitant  teacher  smnrives  Imn, 
an  annuity  to  the  wife  of  half  of  the  said  amount  daring  the  remainder  of  her  life. 
This  form  involves  no  payment  to  the  estate  of  dther  the  teadwr  or  his  wife.  (4)  An 
annuity  of  a  certain  yearly  amount  payable  monthly  to  the  annuitant  teadier  Airing 
his  life,  and,  if  the  wife  of  the  annuitant  teacher  survives  him,  an  annuity  to  the  wife 
of  one-half  the  said  amount  during  the  remainder  of  her  Hfe,  with  a  guarantee  that 
if  the  annuitant  teacher  and  his  wife  both  die  before  they  have  received  annuity  pay- 
■MUU  equal  in  the  aggregate  to  the  sum  paid  for  the  purcha.se  of  the  annuity,  the 
f^ffyf^i^mUM  frill  ^Bmtin'y  to  pay  the  annuity  to  the  executor  or  administrator  of  the 
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anmiitant  teacher  if  he  survives  his  wife,  or  to  the  executor  or  administrator  of  the 
wife  if  she  survives  the  annuitant  teacher,  until  the  total  of  all  the  payments  made 
under  the  annuity  is  equal  in  the  aggi'egate  to  the  sum  paid  for  the  purchase  of  the 
annuity,  or  the  Association  will  make  with  the  said  executor  or  administrator  an 
e^valent  cash  settloieDt  properly  discounted  for  the  anticipation  of  payments. 

Owing  to  the  reserve  provisions  of  the  New  Ycak  Insurance  Law,  the  Aworiation 
will  not  contract  that  the  annuitant  will  receive  an  aanQity  €i  any  stated  aaioiuit 
toi  tbepceminm  whidh  he  psya  Not  wiU  it  eontraet  to  eoo^oiiad  Ids  pajmcnts  at 
o^f  ststad  rate  of  intein^  bat  onfy  at  so^ 
thslM,  the  RwidatiflP  iriB  gnasM 

percent  m  thedefjemdaamiity  prendmBS  to  the  age  of  refanment,  and  the  pdides 
wiHbeaccompmwd  lynoD-'CtmtCTWita^ 

the  araonnt    annmtj  whicii  can  be  procmnd  in  eadi  of  tile  finv 

hy  a  given  annual  payment,  compounded  at  4|  per  cent. 

The  principal  business  of  the  Association  will  be  the  issuance  of  term  insurance  and 
annuity  policies  of  the  kinds  described  above,  with  suitable  flexibility,  but  it  will, 
by  its  charter,  be  authorized  to  issue  all  the  types  of  annuities  and  insurance  upon  life 
and  health  described  in  Section  70,  subdivision  1,  of  the  Insurance  Law,  including 
ordinary  life  and  endowment  policies. 

In  the  practical  establishment  of  such  an  agency  subject  to  the  insur- 
ance laws  of  the  State  of  New  York,  various  questions  arise  of  great 
iinpoitMing  to  the  teadiers,  to  their  colleges,  and  to  the  Foundaticm. 
Wliile  the  Coaunmon  doeft  not  undertake  to  offer  suggestions  with 
respect  to  all  these  questions,  the  flowing  votes  were  adopted  in  the 
belief  that  the  opinion  of  this  Commission  would  be  welcome  to  the 
Trustees  of  the  Foundation  in  detenuiniiig  the  settlement  oi  some  of 

Voted:  That  in  considering  the  terms  of  the  memorandum  of  President  Duniway  pro- 
posed at  the  fifth  session  of  the  Commission  on  December  29,  and  which  has  been 
referred  to  the  Trustees  of  the  Foundation,  the  Commission  would  inquire  whether 
the  questions  raised  in  this  memorandum  may  not  apply  to  endowed  instituticMis  as 
well  as  to  tax-supported  institutioiis. 

flattd:  It  is  xecoanneiided  that  the  method  fay  whidi  instttatiiMis  shall  enter  into  par- 
ik^peticm  in  the  pmqposed  {deo  ef  insane 

payment  of  fnendoms  tar  anmnties  cm  Ihe  part  of  bo&  tiie  institution  and  the 
teiiciier.  It  is  recognized,  however,  that  seme  ▼ariatioiis  of  this  arrangement  may  be 
necessary  to  meet  the  edgmdes  of  some  colleges  and  unimaitie& 
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Voted:  It  is  the  opinion  of  this  Commission  iJ»t  Hie  best  interests  of  the  teachers  will 
be  promoted  if  all  members  of  each  faculty  contribute  toward  annuities,  but  that 
the  decision  in  this  matter  should  be  left  to  the  governing  bodies  of  the  various 
institutions.  Participation  in  the  insurance  feature  of  the  plan  should  be  voluntary. 

V0kd:  It  is  the  judgmsnt  of  this  Commission  that  men  migrating  from  institutions 
thiA  are  now  asimfinttttd  with  the  Foundation  should  take  with  them  their  present  * 
escalations  conoemii^  reflnment  ineaaei^tnuMfemn^  to  uMtttutaons  tiwt  an 
not  now,  hot  may  lidser,  become  so  assocMitedL 

Voted:  It  is  iiie  ophrion  of  this  Commissim  that  in  presenting  the  plan  €t  insoraaoe 
in  detailed  form,  a  number  of  variations  in  the  arrangements  for  insurance  be  indi- 
cated so  that  a  teacher  may  choose  his  insurance  to  terminate  at  such  time,  and  in 
such  combination  with  his  annuity,  as  may  best  suit  his  individual  circumstances. 

Voted:  With  respect  to  disability  pensions,  the  basis  of  these  pensions  or  the  defini- 
tion of  disabiHty  may  vary  all  the  way  from  "total  and  permanent"  disability  as 
undeivteod  1^  insurance  companies  that  have  a  disability  clause  in  their  policies, 
to  a  mnfb  more  liberal  definition  under  which  a  man  is  r^rded  as  disabled  when 
he  is  physkaUy  or  mentalty  disqualified  to  oontiniw  the  pvofiessiw  of  teaching. 
11m  CdauniBsion  thinks  IJmt  in  dftvisi^ 

to  be  aimed  «t  is  soffieieney  of  fonds;  and  the  ddfantion  oi  diaalBlily  durald  be 
made  with  doe  regard  to  Ife  itands  avaihUe  fot  the  purpose  of  paying  dttafaifitj 
pensiom.  It  is  the  sense  ctf  tim  Ckmunksicm  that  as  fibe^ 
consistent  with  the  funds  available  for  this  purpose  is  desirable. 

Voted:  The  organization  and  operation  of  the  Teachei-s  Insurance  and  Annuity  Asso- 
ciation will  be  most  effective  if  carried  out  as  a  stock  company,  but  the  ownership 
of  the  stock  should  be  equally  divided  between  the  Carnegie  Foundation  and  five 
trustees,  three  chosen  by  the  American  Association  of  University  Professors,  one  by 
the  Association  of  American  Colkges,  and  one  by  the  Canadian  Universities.  These 
slodholders  shall  choose  »  sdf-psrpetjiating  board  oi  thirteen  trustees  and  toans- 
fa  Urn  stodi  to  tiwm* 

F0i0d:  It  is  lim  sense  of  the  CoBunission  tiiat  tlie  fiw3^^ 
and  Annuily  Assoriation  AouM  be  opn  to  fmAen  in  all  eolkges^  ngardkm  of 
sectarian  control  or  similar  oonridanations. 

Voted:  All  teachers  having  expectations  under  the  present  plan  should  be  eligible  to 
participation  in  such  measure  as  they  may  deem  expedient  in  the  new  plan* 

l^ce  the  matters  referred  to  this  Commiarion  seem  to  have  been  cov- 
ered by  the  various  resolutions  and  memoranda  adopted  at  its  different 
imiriffliWy  MoA  anoe  these  taken  together  embrace  such  recommendations 
mlii  respect  to  the  1^  of  insinwB^ 
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ready  to  make,  the  CommisskHi  cmisiders  that  the  work  to  which  it  had 

been  invited  is  completed.  It  was,  therefore 

VMt:  This  Ccmiiniflsioii  adq>ts  as  a  iribole  and  reocNiunends  to  the  Trustees  of  the 
Caniqpe  FoundatioD  the  plan  of  insoranoe  and  anntiities  set  forth  in  the  preoeduig 
resdations  and  memonuida. 

{Signed)  Waltkb  W.  Code 
Donald  J.  Cowukg 
WnxzAM  H.  CaAwroEo 
Cltdr  a,  Duntway 

Frank  J.  Goodnow 
Samuel  B.  McCormick 
William  Peterson 
Henry  S.  Pritcheti 
Henry  L.  Rietz 
William  F.  Slocum 
Chaslbs  R.  Vah  Hiss 

April  97,1917 
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